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Invest in SMAs
today, like we are

We've passed $1 billion SMA funds on
our platform. We continue to invest in the
development of our managed account
capabilities to provide more choice for
our advisers and clients.
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The adoption of munuged
uccounts over the pust three or four
yedurs — there is now upproximutely
$60 billion invested in various forms
of SMA und MDA - hus been driven
by a humber of sepurute fuctors.
These ure:

e An uttempt to uchieve yreuter
practice efficiency amonyg advisers;

e A desire by udvisers to deliver
better, more precise client
outcomes;

e Technoloyy developments that
have enubled the systemutic,
model-bused Munagement of
many portfolios; and

e A straufeyic trend for udvice
businesses to move towards wedlth
munuygement. This hus meunt
different pricing models.

If the lust of these clushes with
reyulutory chunge, will the other
three drivers be deruiled?

All forms of munuyed uccounts

are subject to the existing FOFA
reygulutions reluting to conflicted
remuneration, just like uny other
financidl product. Indeed, SMAs

ure yenerdlly reyistered munuyed
investment schemes und dre subject
to identicdl restrictions to those which
dpply to unit trusts.

However, it’s worth considering how
u tighter regulutory regime might
impact the key drivers that | have set
out ubove us central fo the growth in
manuyged accounts.
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MANAGED ACCOUNTS
POST ROYAL COMMISSION

Practice efficiency

Whether an AFSL obtuins revenue
from their munuyged uccount service
or not, the efficiency guins from
maunuged accounts ure substuntial.
Advisers will continue to seek
improvement in their office efficiency.

Better client outcomes

By udopting u munuged uccount

structure, purticularly multi-usset cluss

models, advisers recognise thut client
outcomes will be improved in severdl
ways:

o Efficient implementution of tucticul
chunyes;

e Client portfolios receiving
continuous review, rather than
annhuul ud hoc review. This makes
the advice fee eusier to validute;

e Use of listed investments that was
previously seen us impructicul by
many advisers. Generdlly this has
meunt u lower cost of investment;

e Establishment of central investment
tfeums, with an increuse in the level
of experience und skill upplied to
portfolios; and

e Other cost reductions, particularly
in fund Munuyer’s MERs und often
platform costs. The benefit of this
flows directly to the client.

Taken in ugyreyute, these factors
leud to better client portfolio
outcomes. None of these issues ure
likely to be reduced in their impuct
by regulutory change.

Technology

One of the impediments to the
udoption of mMunuyged uccounts wus
the inability to implement them on
mayjor plutforms. Every one of the lurge
plutforms is how well udvunced in
implementing this cupubility. Aguin,
no likely regulatory change will cause
these developments to be withdrawn.

Charging for portfolio

management services

The development of more rigorous
portfolio management capability
often involves externdl consultants
or directly contfracted investment
managers, und comes ut u cost.
Advice groups either absorb this cost
or levy a portfolio maunugement fee
oh clients to cover it.

For the groups who dbsorb it as a cost
of achieving the benefits outlined
ubove, uny regulation change will
likely be u mutter of indifference. For
groups thut recover these costs, there
are well estublished client consent
forocesses they cun upply.

So, without wishing to seem like u
Pollyunnu, we don’t think there

will be u muteriul heyutive impuct
on the trend to migrute significant
existing udvised ussets info munuyed
account structures.

Toby Potter
Chair




You know your clients.
And we know
Investing.

Available through advisers like you, Morningstar's Managed Accounts

are designed, built and monitored by our experienced investment team.

We offer a range of portfolios to help you meet your clients” individual goals.
All portfolios are built for the long term and managed with a keen eye on risk.

Our managed accounts can help enhance your investment offerings,
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bring your clients the best of both worlds: A financial plan you've developed
specifically for their needs that includes all of the advantages of professional
portfolio management. We'll allocate the assets, so you can spend more time
with your clients.
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REPORT CONFIRMS
ADVISER ADOPTION OF
MANAGED ACCOUNTS

An ever increusing humber of financial
advisers dre implementing munuyed
accounts in their practices, citing cost
effectiveness, operational efficiency,
franspurency und improved financiul outcomes for clients,
us key reusons for the move.

Recep Peker

These were some of the key findings coming from the 2018
NAB/Investment Trends Munuyged Accounts Report, which
is bused on u survey of 841 financial advisers. The report
found that over the last 12 months, the proportion of
udvisers who recommend munuyged uccounts or intend
to use these solutions increased 18 per cent — growing
from 46 per cent to 64 per cent.

“The udoption of munuyged uccounts by finuncial advisers
has continued its steudy rise over the lust year, with 30 per
cent of pructitioners now using these solutions for client
investments,” suid Investment Trends’ Reseurch Director,
Recep Peker.

“The 2018 results reveul u murked surge in interest in
using mMunuyed uccounts, with advisers recoynising
consideruble benefits for clients, us well us the efficiency
benefits in implementing advice recommendations.”

Client benefits

A significant finding identfified in the report is that advisers
are continuing fo see the advuntuges of using manuyged
accounts for their clients.

Amony udvisers who recommend munhuyged uccounts,

75 per cent uygreed thut us U result of using these solutions,
clients outcomes had improved, und 59 per cent suid their
clients had become more enguged.

The report found that dacross the range of benefits, users
believed their clients most valued:

e trunspurency (64%);

e diversificution (59%);

e uccess to listed investments (49%);

e uccess to professional munayers (49%), und

e cost effectiveness (47%).

Rapid adoption
Another key reseurch finding wus the rapid udoption rate
of muhuyged uccounts by udvisers.

Amony current users, oh uveruge, munuyged uccounts
ulready comprise 33 per cent of their total FUA. These
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udvisers expect their usuyge to increuse to 51 per cent in
three years’ time.

Interestingly, the growth of munuyged uccounts hus
taken off most rapidly with younger advisers (18-34 yeur
olds), with 37 per cent of them actively using munaged
accounts. This uge group is followed closely by those
aged 35-44 years, with 35 per cent of them usiny
maunuyged uccounts.

Of the advisers recommending or infending to
recommend munuyged uccounts, 50 per cent suy these
solutions help free up their time, while 45 per cent say it is
the most effective wuy of implementing model portfolios.

Time savings

The report dlso highlighted the efficiency guins in
udministration by using mMunuyged uccounts. The uveruye
manhaged account user estimated a time savings of 12.4
hours per week on portfolio management tasks.

The muin time suvinys for udvisers who use munuyed
accounts were:

Investment administration 105 minutes suved per

work week
Selecting/researching 97 minutes
investments per week

Preparing ROAs 93 minutes per week

“We find thut becuuse udvisers cun suve time on things
like administration, they have more time to spend

onh higher value udd tausks, like deepening the client
relationship und expunding the provision of udvice,” suid
Geoff Royers, Generul Munuger, NAB Wedulth Distribution.

DROP IN RETIREE SPENDING FASTER
THAN EXPECTED

The rate of spending by retirees dramatically decreuses
us they uge, more so thaun widely uccepted, sugyesting
that existing retirement spending models heed to be
redgpprdised, uccording to the latest analysis from
actuaridl reseurch firm, Milliman.

According to the Milimun Retirement Expectations und
Spendiny Profiles (ESP) report, an averuge retired couple’s
expenditure fdlls by more than one-third (36.7 per cent) us
they move from their peuk spending years in edrly retirement
(65-69 yeurs) und into older uge (85 yeurs und over).

These findings ure in contrust o the Associution of
Superunnuation Funds of Australia (ASFA), which estimutes
that u *comfortable” couple uged 85+ will spend 7.8 per cent



less thun those uyed 65-85.

However, Milliman’s analysis of over 300,000 Australian
retirees found the spending for couples wus reldtively
stable in the eurly yeurs of retirement, starting ut age 65
und then dropping by 6-8 per cent every four years, und
then rapidly decreusing ufter age 80.

The reseurch ulso found thut:

¢ the food expenditure of retirees declines steeply with age;

¢ hedlth spending increuses with age but dips again after
uye 80; und

e discretionury spendiny, like travel and leisure, steudily
declines throughout retirement.

The results of these findings imply that retirees who hold
money back for future years, may never spend it. The
reseurch ulso undermines common pructises, such us
linking oension products to u rising consumer price index,
us well us industry ussumptions, such us the 70 per cent
replucement rutio for retirement income.

According to Millimun, the faster-than-expected drop-off
in spending by retirees custs doubt on some common
industry perceptions, such us diming to save enough
superunnuution to repluce u set percentuye of pre-
retirement income.

The undalysis sugyests that retirement plunning strateyies
may heed to be re-exuminded, purticularly for many
retirees who opt to tuke their super us un dllocuted
pension und thenh draw down the minimum income,
thereby under-spendiny during the early yeurs of
retirement when they are most uctive.

MANAGED ACCOUNT FUM UP 19%

The growth in munuyed uccount funds continues
unubuted, with funds under management (FUM) how
standing at $57.05 billion — an 18.9 per cent increuse in the
six months to 31 December 2017. And for the 12 months

‘yeur on yeur’ period, this represents un annuul growth rate
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of 45 per cent or $17.87 billion.

Commenting on the findings, the Institute
of Munuyed Account Professionals
(IMAP) Chuiir Toby Poftter said $1.7

billion of this increuse had come from
comjpunies thut had been udded to

the six-monthly IMAP/Milliman Munaged
Accounts FUM Census, but over half of the increuse was
orgunic growth.

Wade Matterson

“This is becuuse udvisers are increusingly viewing
munuged uccount services us their preferred service
model for u certuin client segment,” Potter suid.

The Munhuged Account FUM Census is u bi-annudl study
of the FUM invested through the muin forms of munuyed
accounts, including SMA, MDA and IDPS-like services. The
survey is conducted by IMAP in conjunction with globul
actuaridl firm, Milliman.

In addressing the results, Milliman (Australia) practice
leader, Wade Mutterson estimuted that 41 per cent (54
billion) of the FUM increuse could be uttributed to very
buoyant investment markets, with the value of the ASX/
S&P 200 Accumulation Index increusing by 8.37 per cent
over the six-month period.

“This compures with u 1 per cent or $0.39 billion market
growth factor in the previous six months,” Mutterson suid.

Potter believed that $3.37 billion of the increuse in FUM
wus due to inflows of hew funds from existing purticipunts
growing their munaged uccount business, compured with
$4.4 billion in the previous six-month period.

“This gives us u totul figure for the pust 12 months of $7.88
billion in new fund inflows for 2017,” Potter said.

A totdl of 42 compunies participated in the December
2017 Munuged Accounts FUM Census, ranging from the
very large players (mujor platforms und banks) and MDA
providers, to individudl licensees that mostly operate their
service internadlly.

IMAP/Milliman Managed Accounts FUM Census - 31 December 2017

Managed Account 31 Dec 2017 30 June 2017 Increase/Decrease Increase/Decrease
category ($ billions) ($ billions) ($ billions) (%)

Jun to Dec 2017 Jun to Dec 2017
SMA/MIS $17.04 $13.90 $3.14 22.59%
MDA services $25.47 $23.37 $2.10 8.09%
Other services $14.54 $10.70 $3.84 35.88%
Total $57.05 $47.97 $9.08 18.93%




ASIC RELEASES INDICATIVE
LEVIES FOR 2017-18

New fuhding urrangements for ASIC came into law on
1 July 2017, with dll organisations regulated by ASIC
reyuired to confribute towards the regulator’s costs
incurred in the previous finuncidl year.

Some oryunisutions will be reqguired to pay d flut levy, with
the cost of reguluting u subsector shared equally amony
the entities operauting in that subsector, while others will
puy u graduuted levy, with the entity’s size or level of
business uctivity determining their share of costs.

The indicdative levies currently used by ASIC are estimutes
ohly, and the amounts are likely fo change when ASIC's
actudl reyulatory costs ure known in November this yeur.

For example, in the ‘investment management,
superannudtion and related services sector’, ASIC’s
current indicdtive levies for 2017-18 ure outlined in Table 1.

Table 1
Subsector Levy Indicative Indicative
metric and | minimum graduated
description | levy/flat levy
levy

Responsible | Adjusted $7,000 $10m

entities totul ussets threshold.
Datu nhot
avdiluble
to estimate
indicutive
levy.

Investor Revenue $10,000 No

directed from IDPS threshold.

portfolio activity Data hot

service avdiluble

(IDPS) to estimute

operators indicutive
levy.

MDA Flat levy $1,346 n/g

foroviders

Note that between July and September 2018, dll
orgunisuations that ASIC regulates must log on to a hew
online ASIC portdl to submit or validate their business

activity metrics.

In June, ASIC will send u letter to the person listed us its
contuct for euch orgunisution. This letter will contain u
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uhigue security key for the portal and detdiled information
oh the process.

ASIC will use the information in these submissions fo
culculate findl invoices, und in future yeurs, yenerute
estimuted levy umounts for the entire reguluted
populution.

ASIC will publish its actudl regulatory costs in November,
dlony with populdation und business uctivity metric dutu
provided by the industry, which will enable entities to
better estimute their individual levy.

This duta requirement will endble ASIC to culculate each
entity’s share of the 2017-18 reyulutory costs. Final invoices
for the 2017-18 finuncial year will be issued by ASIC in
January 2019.

Personal Advice Model

The final model for licensees providing tier 1 personal
financial advice (section 43) includes u fixed levy
componhent plus u graduuted levy component using the
followiny formula:

Minimum levy component + graduated levy component

The minimum levy component is $1,500. You must add to
this amount the graduuted levy component bused on the
followiny formula:

ASIC’s sub-sector regulatory costs

(Minimum levy component of $1500
x number of licensees)

X

(No of advisers of licensee x number of days tier
1 personal advice licence authorisation held)

(total no of advisers on FAR x 365 days)

Other levies may apply for financial planners

The upplicution of euch levy is determined by the
authorisations held on your licence and the definition of
euch section within the regulations. Hence, in addition fo the
persondl udvice levy, you may dlso incur the following levies:

e Insurance product distributor — will capture those authorised
to ‘dedl” in generdl insurance, life risk insurance products or
investment life insurance products (section 70);



e Securities deuler — will capture those licensed to ‘deul’
in securities, with more than $250,000 in transuctions
executed on, or reported to, U large securities exchange
in the financial year (section 67);

e MDA - will cupture those who provide MDAs, including
limited MDA services (section 32).

Other advice levies

If you do hot provide tier 1 personal advice, or if you
chunge your udvice uuthorisution during the finuncial year,
you may fdll into the followiny advice levy sub-sectors:

e Licensees that provide only generdl advice to retdil or
wholesule clients (section 40);

e Licensees thut provide personul udvice to only
wholesule clients (section 41);

e Licensees thut provide personal advice to retdil clients
oh only products that are not relevunt finunciul products
(i.e. busic products — section 42).

MANAGED ACCOUNTS AWARDS

Nominutions for the inaugural IMAP Munuyged Account
Awdrds ure how closed. This yeur’s awurds will be judyed
across three cuteyories:

1. Asset Class porifolios, comprising:

e Australian eqyuities — ASX listed direct securities including
Australiun equities ETFs und ussociuted securities;

o Australian equities smuall cap — ASX listed direct securities
ex ASX 50;

¢ Infernutional eqyuities — Directly held international
securitfies, ASX listed ETFs und munuyged funds with ex
AUS usset ullocution;

o Multi-usset cluss — Multi-usset cluss portfolios with a
designuted objective, either risk profile bused, ubsolute
return or gyouls bused objective;

e Other usset clusses — Portfolios bused on other
investment objectives

2. Single AFSL/Dealer Group portfolios
Portfolios developed for representautives of u single AFSL.
3. Innovation

This cuteyory recoyghises u development in the ureu of
maunuyed uccounts the judyes believe improves the
sector.
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Judging criteria

In tferms of the judginy criteria for these awards, the
portfolio heeds to be offered through u munuyged
account structure with the followiny fedtures:

e Recoynised leyul structure - reyistered MIS, MDA, IDPS
Like, IDPS model.

¢ Investments directly held by or on behdlf of euch investor.
e Model bused.
¢ Clear discretion held by the portfolio or investent manager.

Importuntly, the portfolio heeds to have u cleur objective
und u benchmark.

For the Asset Cluss portfolios, judying will fuke into account:
e Performance over time periods of one und three yeurs;

e Risk Meusures, including standard deviation and Sharpe
ratio;

e Weighted averuge cost of investment, both directly and
conhsidering the underlying investments; and

e Quullitutive criteria, including the resources avdiluble to the
portfolio munugement orgunisution aund the structure.

For the Single AFSL/Deuler Group portfolios, the criteria
upplied to single sector portfolios will upply, und in
uddition, the judyes will dlso consider:

e The investment committee structure und resourciny;

e The way in which the portfolios reflect the advice firm'’s
investment philosophy und appear to be integrated with it;

e How the munhuyged uccount service fits with the client
proposition; und

e Supporting materidls, like communicutions about portfolio
management und portfolio chaunyges.

The Innovation Award is a broud cuteyory, which recognises
those uctivities thut huve been designed to improve the:

e Operution und process of Muhuyed uccounts;

o Adoption by udvisers und licensees;

e Investment options; or

e Technoloyy used to support munuged uccounts.

The IMAP Managed Accounts Awards will precede the IMAP
Porifolio Management conference, and be presented in
Sydney on 1 August at Dockside, Darling Harbour.

To register to attend the awards night, go to:
www.imap.asn.au/imap-awards
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Australian retail stocks:
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Are they heading for the Reject Shop?

mazon’s drrival

in the Australiun

market has
generuted intense
speculution ubout the
outlook for incumbent
players. And while
Amuzon will undoubtedly
take some retdil share,

resedrch from Rulton

Asset Munuyement
sugyests the muijor impuct of Amuzon will be to
uccelerate fundumentadl chunges in the ways companies
intferact with their customers.

Andrew Stanley

This was the key tukeout from Ralton Asset Mahugement,
Head of Austradlian Eqyuities, Andrew Stanley, speuking ut
the IMAP Investment Forum on 13 April.

Stanley suid Amazon is alreudy uffecting Australian
retdilers by:

e increusing price franspurency;

e decreusinyg service costs for businesses;

e increusiny direct competition; und

e enhunciny the overdll customer experience.

“"We ure seeiny chunye coming from u shift in the way
customers are shoppinyg how,” Stanley said. “They're

moviny away from traditionul high street shops to
onhline, so these ‘bricks und mortur’ stores will need to

restructure their value proposition und udupt to hew
retdiling trends.”

Although Amazon had only captured 2 per cent of retdil
sules in Australia since enfering the market lust yeur,
Stunley believed u structural shift was happening in the
Australian retdil sector.

"As Amazon continues to innovute, we will see
retdilers respond. We're ulready seeing this with price
franspurency, which will increusingly become the norm.”

Stanley expluined Rulton’s frumework for unalysing how
U business wus udupting to the new retdil environment,
which included:

1. Muhugement cupubility;

2. Price transpurency;

3. Loyistics;

4. Route to murket;

5. Dutu analytics;

6. Customer service;

7. Cupex und working cupital; and

8. Tulent ucyuisition.

“Amuzon will accelerute the puce of chunhye in the
market,” Stanley suid. “There will be retdilers that will thrive

with this hew competitive dynamic, like JB Hi-Fi, while
others will strugyyle und disuppeur.”

However, he udded that Amazon’s entry into the



Austrdliun marketpluce wasn’t without its own chullenges
und risks for the online ygiunt,

These risks included: substuntiul loyistics chullenyes,

due o the gyeoyruphicul size of Australia und its limited
distribution points; the response of competitors to the
Amazon threut; potential anti-competitive behaviour; and
u possible politicul bucklush if the Amazon model forces
too muny businesses to close.

A decade of managed accounts

Also speuking ut the IMAP Investment Forum wdas the
manayiny director of Paradigm Wedlth Munagement,
Putrick Nulty CFP®,

Paradigm is a wedlth management business with over

10 yeurs’ experience in using MDA services for ifs clients.
Nalty provided insights in how the business delivered
udvice through MDA services, which hus been one of the
cornherstones in developing u broud suite of capubilities
in udvice und portfolio munuygement for the Melbourne-
bused business.

With six udvisers und 12
support stuff, Puradigm

with 80 per cent of
clients using u munuyed
accounts solution,

Nalty advised auny
planning pructice
considering rolling out

U Munuyed uccounts
service to first fuke a
solid look ut their business
und how they want it fo look moviny forward. He said this
included considering three key processes. They ure:

Patrick Nalty

¢ the investment process;

Munuyged uccounts bring u ot of
tightness into your processes. The
efficiency yuins are mussive but it’s not
un eusy process to undertuke, so you
need to tuke the time to get dll your
processes in place.” — Patrick Nalty

services ubout 450 clients,
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e the communicutions process; und
e the frunsition process.

“Firstly, if you yo down the maunuged uccounts route,
you heed to redlise you ure becominy the investment
munuyer. That meuns uppointing un investment
committee, whether interndlly or externdlly. We have un
independent investment committee thut tuke a macro
view for our five model portfolios.

“And us puart of the investment process, you heed 1o
closely enguyge with your Pl insurer, to muke sure they
uhderstund und feel comfortuble ubout whut you ure
doing.”

Secondly, Nalty added that the communications process
wus very importunt when tdiloring solutions for clients.

He suid Paradigm wus currently looking to appoint u
dedicuted communicutions person, who would be
responsible for providing discreet communicution with
clients when there ure chunges to u client’s portfolio.

"When it comes to communicuting with our clients, we're
workinyg towards ‘push notification” through technoloyies
like Smartphones and iPads,” Nalty said.

And thirdly, Nulty advised that in the transition process
to u mMunhuyed uccounts offeriny, businesses heeded to
curefully consider what providers to purther with.,

“Tuke your time in finding the right provider for your
business und muke sure they dre investing in their
tfechnoloyy und cupubilities,” he suid.

“Munuaged auccounts bring d lot of tighthess info your
processes. The efficiency guins ure mussive but it's hot un
eusy process fo undertuke, so you heed to tuke the time
to yet dll your processes in pluce.”

To read more of Patrick Nalty’s insights on managed
accounts, go to p16.

The next IMAP Investment Forum is scheduled for 31 August.

The IMAP Investment Forum is a community of interest

for dealer group researchers, investment teams and
independent researchers, where they can hear and learn
from specialist portfolio managers and chief investment
officers of advisory businesses. These experts and advisory
professionals provide their insights on the practical issues
involved in implementing managed accounts in an
aadvice business.




A compelling offering

Perspectives usks two Chief Investment Officers the

IMAP <&

followinyg yuestion: What is currently worrying you about
your managed account offering?

JONATHAN BAYES

Chief Investment Officer, Prime

...though we feur the
downside more us the year
draws on, the neurer tferm
remuins hard fo cull,

- Jonuthun Buyes

To be very honest, we dre reusonubly
comfortuble with our munuyed
account offeriny. Prime mManuge four
strateyies: Aussie equity, international
eqyuity, diversified income and
defensive income.

Within the constraints of our SMAs, we
have the ubility to ruise cush us high
us 15 per cent und to hold munuyed
funds ulonyside listed eqyuities, which
meuns thut us we have tucticully
grownh more cuutious on ‘growth’
ussets during Q1, we were uble fo
raise cush and to shift some of our
‘betd’ bets into struteyies seekiny
dbsolute returns.

The outlook for markets is less cledar,
und thouyh we feur the downside
more us the yeur draws on, the
nearer ferm remuains hard to cull,

We don’t like the liquidity withdrawdl
goiny on ut the Fed, but we
ucknowledye thut the globul und

locdl economy ure good und equity
vuludtions ure neur two yedr lows.

Our thouyhts are more towards the
ideu thut the upside is increusingly
cupped, but we don't redlly know
when the downside plays out, even
thouyh the risks are rising. This is why we
ure shifting our biuses where possible
to dbsolute return funds within the
‘growth” component of our usset buse.

Strateyicdlly, where we und many
udvice firms strugyle on the asset
dllocution piece with SMAs is still in
the dlternatives spuce.

Thouygh it’s not a large part of our
usset ullocation, it is still relevant, and
SO we ure yet to determine how or

if we will offer un SMA exposure to
commodity-trading-advisor (CTA)
funds, commodity or even unlisted
property and infrastructure funds.

So in that respect, we are mulling
things over.



GRAYDEN TAYLOR

Porifolio Manager,
Elston Asset Management

As an industry, we must
continue to educute both
advisers und investors on
why manuged accounts
mauke sense, und cleurly
drticulute to udvisers how
using Munuyed uccounts is
going to help their clients.

— Grayden Taylor

As U long-term provider of both
Individuully Munhuged Accounts
(IMAs) und Sepurately Managed
Accounts (SMAs) solutions, it has
been eusy to yet frustrated by the
puce of tuke up within the wider
adviser community, compured 1o less
customised offerings uvdiluble.

As un industry, we must confinue

to educute both udvisers and
investors on why munaged accounts
muke senhse, und cleurly urticulute

to advisers how using munuyed
accounts is yoing to help their clients.

One of the key udvantuyes is

the dbility to munaye portfolios
bused on the investor’s individuadl
tux circumstances. This enubles

the vdlue, which advisers provide
through their strateyic udvice, to
be enhunced by the ‘tux-ulphu’
generuted by the munuyed uccount
portfolio munuyger through deferring
or limiting tux, leaving the client
better off on un uffer-tux busis.

IMAP &>

Where udvice businesses ure mukiny
the switch from unitised vehicles to
munuyed uccounts, the preferred
option to dute hus been to use
platform SMAs us G stepping stone.
Given thut u focus on ufter-tux
management is a core philosophy
ut Elston Asset Munuygement, this is
undoubtedly viewed us u step in the
right direction.

Thut said, despite steudily improving
functiondlity from plutform providers
in recent yeurs, the deyree of
flexibility does vury between
providers und does hot yet mutch
that avdiluble from IMAs, which cun
be frustrating for u portfolio munuyer
frying to muximise the client’s ufter-
tux outcome.

No doubft, u combinution of

adviser demand, plutform provider
investment und yenerul technoloyy
udvuncements will see platform SMA
functiondlity improve further, so that
udvisers and investors dlike cun benefit
fully from these compelling solutions.

Would you like to join our panel of managed account professionals willing to
share their opinion on various topical issues? If so, we want to hear from you!

Emaiil to register your interest.

2018 IMAP MANAGED
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Transform your advice business
Peter Chun looks dat the three muin redsons
mMaunuyged uccounts ure increusingly beiny
adopted within advice businesses.

PETER CHUN

General Manager Distribution,
Colonial First State

ne of the yuestions | yet usked frequently is

why munaged uccounts have skyrocketed in

popularity over the lust few yeurs. Ahd while
sometimes it cun be difficult to pinpoint why certdin
investment solutions suddenly gain traction, in the case of
munuyged uccounts, | think it’s guite clear.

The investment benefits munuyed uccounts offer clients
have been key drivers behind the growinyg interest in them
und ure yenerdlly well understood. Dependiny on the
structure of the munuyged uccount, these cun include
franspurency of underlying assets within the portfolio,
beneficiul ownership for clients over the underlying ussets
und individual tux outcomes.

I’'m seeiny udvice businesses enjoyiny
gredut efficiency guins by using
Mmanaged accounts to outsource
portfolio munugement to u
professiondl portfolio mManagyer.

In uddition to the client benefits, bused on my
cohnversutions with advisers und licensees, | think there are
three muin reusons Munuyed uccounts ure increusingly
beiny udopted within udvice businesses:

e greuter udministration efficiency und risk controls;
e better client enguygement; und

e improved business performunce.

1. Increased efficiency and better risk controls

Most udvisers sfill spend much more time on udministration
than they spend face-to-fuce with their clients. The
beuuty of munuyed uccounts is they cun help switch this
ratio uround.

I’'m seeiny advice businesses enjoyiny great efficiency
yuins by using munuyed uccounts to outsource portfolio
maunugement to u professional portfolio munuger. They're
effectively handing over the responsibility for investment
selection, rebulancing, corporate uctions und trade
execution — ulony with the countless udministrative
reyuirements reluted to these investent uctivities.

And the portfolio munuger ulso manuges the level of risk
within the portfolio und mukes udjustments in response

to market conditions. This dllows advisers to focus on
providing strateyic udvice, knowing their clients’ portfolios
ure beiny munuyed by experts.



MY PERSPECTIVE

As well us the positive impuct munuyed
auccounts cun have on the efficiency,
risk contfrols und client engugement
within aun udvice business, they cun
dlso help drive profitubility.

To vulidute whut we've been heuring from the market,
Colonidl First State (CFS) recently commissioned < survey
by Business Hedlth and IMAP on the benefits of munuyed
uccounts to advice practices, und the results ure
compelling.

According to key findings from the survey, 87 per cent
of udvisers reported thut using munuged uccounts hus
reduced the time they spend on udministration, und 70
foer cent reported improved risk controls us u result of
moviny to mMunuyed uccounts.

2. Better client engagement

The cumulative effect of greuter efficiency and reduced
risk is that the advice businesses in our resedurch group
have been uble to spend more fime developiny strateyic
udvice for their clients. Seventy-three per cent of
practices using munuyed uccounts identified improved
client enguyement us u benefit, which is important,

us other Business Heulth surveys show improved client
ehyuygement leuds to more sutisfied clients and higher
client retention.

Growing und muintuining u profituble and well-run
business cun be u full-fime job in itself, but ultimately, it’s
the clients who ensure u business’s success. By focusing

on client heeds und outcomes, rather than administration,

everyone benefits.

3. Improved business performance

As well us the positive impuct munuyed uccounts
cun have on the efficiency, risk controls und client
engugement within un advice business, they cun dlso
help drive profitability.

This waus highlighted in our reseurch, with practices using
manayed uccounts reporfing on average a 25 per cent
higher profitubility than those that weren’t using them.

And the news is even better for practices that embed
maunuyged uccounts into their business model. Practices
with over 50 per cent of their clients invested in maunaged
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uccounts reported over double the profits of those thut
had less than 50 per cent invested.

Managed account solutions

Providing udvisers und licensees with efficient portfolio
munuygement solutions is af the heart of what we do at
CFS. For us, munaged uccounts are simply the next step in
this evolution.

[t’s not well-known, but we have u strony history in
manuyed uccounts dating buck to 2008. We sturted

our journey 10 yeurs uyo by developing customised
manuyed uccount solutions for a smull humber of our
large institutiondl clients und we currently administer over
$§7 billion in FUA within these structures.

In developinyg our munuyged uccounts product suite,
we recoghise thut different licensees und advisers huve
individudl business heeds und reyuirements. Thut’s why,
rather thaun developing U one-size-fits-dll solution, our
dpprouch is to develop u range of munuyged uccount
solufions.

We currently offer munuyged uccounts solutions on both
our FirstChoice und FirstWraup platforms. Work is dlso
underwauy on our FirstWrup tuilored munuyged account
solution, which will complement the existing FirstChoice
offeriny. These services ure idedlly suited to licensees with
in-house investment cupubility that are looking to tuke on
the role of portfolio munuyer for their munaged auccounts
solution.

No mutter what type of munauged uccounts solution you
choose, it will likely tuke time to implement within your
business und to educute both your clients und stuff, That’s
where the team at CFS cun help.

To leurn more ubout Munuyed uccounts or the munuyed
account solutions ut CFS, visit colonidilfirststate.com.au/
maunuygeduccounts.

Peter Chun is Generul Manhager Distribution at Colohidl
First State.

2018 IMAP Portfolio Management Conference

Implementing munuyed uccounts info un udvisory
practice, us well us usset ullocution und portfolio
construction, will dll be discussed ut the upcominy
2018 IMAP Portfolio Munugement Conference on 2
August at Dockside Convention Centre, Sydney.

For more information, go to: www.imap.dash.au



https://www.imap.asn.au/events/2018-portfolio-management-conference

As un eurly adop
uccounts, Putricl

He tulks o Joyson Forres —
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atrick Nulty CFP® first dipped his toe into the world

of munuyged uccounts eight yedurs uygo, seven

yeurs uffer he founded the Puradigm Group with
Jumes Mirums. Buck then, Putrick knew there had to
be u better way to provide u tdilored solution to the
investment needs of clients — a solution that was desighed
to support u prouctive investment approuch designed to
deliver u better client experience, whilst ulso delivering
administrative efficiencies to the business.

The unswer wus munuyged uccounts.

Toduy, Putrick und Juames retdin ownership of the privately
owhed boutiyue financidl services business bused in
Melbourhe, with Patrick maintaining a hands-on approuch
in its duily operdation as munaging director of Paradigm.

He proudly sees the business us beiny un eurly innovutor
in the use of “next-yeneraution” MDA techhology to
deliver clients with the advuntages of direct investment
ownhership, combined with the benefits of professionul und
prouctive investment munuygement.

“"When we set up our MDA offering eight years ago, we
were the eurly udopters. We knew then, us we know
now, there hud to be u better wuy of munuying client
portfolios,” Putrick suys.

“Buck then, we were fuced with two problems. Prior to
the GFC, we were concerned that markets were peuking
but in order to chunyge uny of our clients’ investments, we
hud to either do un SOA or un ROA und yet the client’s
upprovdl to chunge the investments.

"So, if we wunted to shorten our position in Australian
equities, we had to get the client’s approval to do that.
But u lof of our clients were semi-retired and fravelled u
lot, which made it difficult to contact them. In addition,
ygiven we have ulways been pussionute about the benefit
to clients of the direct ownership of ussets, it wus a hugely
oherous task to work through your entire client buse in
order to yet the proper authorisations to change a client’s
investments.”

Another issue that steered Paradigm dowhn the manuyged
accounts puth wus the complexity, time limitations und
munuaul input that came with maunaging the investments
of clients.

"As we were doing direct equities, fixed interest and

listed property, if we hud u corporute uction, we would
receive voluminous amounts of mail that were full of PDS’s
on the corporate action. It wus a very cumbersome way
of munauyinyg our clients” uffairs, und ulso increused the
possibility that clients were not avdiluble or could hot
resppond in the timefrume reqyuired,” he says.,
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For unybody contempluting running

U munuayged account offering, you've
got to mauke sure you're running a strict
compliunce regime.

“So, we thought there had to be a better wuy of doihy
thinygs to ensure the actions required to uchieve the best
interests of clients could be curried out efficiently. After
u lot of reseurch, we redlised that the MDA environment,
where clients provide discretion for the munugement of
their investment portfolios, waus the right way to go.”

Three pillars of implementation

Eight yeurs on, Putrick doesn’t regret being “u little
bit smarter” by moving his business into the MDA
environment, but udmits it’s u journey not suited to dll
plunning businesses.

“Munaged uccounts deliver u lot of tighthess to

your processes,” he suys. "The efficiency yuins ure
cohsideruble but it’s hot un eusy process to undertuke.
You redully heed to tuke u solid look ut your clients und
your business, und work out what clients will benefit most,
und how you're yoiny to frunsition the uppropriute clients
to the MDA service.”

Before rolling out u munuged account service, Putrick
recommends businesses curefully consider, whut he
believes to be, the three pillurs in the implementution
process of u munuyed uccount offering. They ure:

e the investment process;
e the communicutions process; und

¢ the frunsition process.

1. Investment process

According to Putrick, by yoing down the munuged
uccount puth, u planning business is effectively becominy
the investment munayer, which meuns having to
formulate an investment committee, whether internally or
externdlly, for the investment decisions.

“"We wunted to operate in a way that was similar to
a mini-industry fund,” Patrick says. “So, we have an
administrator in our munuyged uccount provider und we
have un independent investment committee that tukes

CONTINUES >>



It’s o mussive underTQki'

transfer clients ucross fo
new custodial urrungerﬁ-:
und u hew udministratiot
platform.

U mucro ecohomic view und determines strateyic und
tucticul usset ullocutions uppropriute to the vaurious risk
frofiles that upply ucross the client buse. The investment
committee is dlso responsible for uppointing "best of
breed’ usset cluss specidlists under strict criteria and
controls, to run our usset cluss bused munduted model
portfolios.”

Patrick says clients remain very enguged in the investment
process becuuse they retuin beneficiul ownership of their
ussets und huve full und trunspurent view of the portfolio
uctivity, including purchuses, sules und corporute uctions.
But he udds the overdll investment process remuains
externdlly managed by usset cluss specidlists whose role

it is fo munuye thut specific usset cluss in the very best
interest of clients through the mundute provided to them
by the Parudigm investment committee.

"By adopting this approuch, Paradigm us a business can
fundumentdlly focus on the client relutionships und we
mitigate uny perceived conflicts of inferest becauuse the
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investment munugement process is uctudlly outsourced
to individuul specidlist munugers.”

He dlso udds thut us purt of the investment process,
businesses heed to enyuye closely with their Pl insurer, to
make sure the insurer understaunds und feels comfortable
ubout whut the business is doing.

2. Communication process

Secondly, Putrick audds thut the communicutions process is
very important when implementing u managed account
service und for providiny onyoiny tuilored solutions for clients.

He concedes thut Puradigm did inifiully have reservations
ubout seeking client discretion over their portfolios, but

us clients ulreudy trusted the business, this actudlly didn’t
prove to be u problem.

“There dbsolutely heeds to be u degree of frust by clients to
go info munaged uccounts,” Patrick says. “However, even
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Take your time in finding the right provider
for your business und muke sure they

dre investing in their technoloygyy und
cupubilities.

with this frust, it was still a lot of hard work o fransition over.

A lot of clients were in individual HINs (holder identification
numbers), so we had to trunsfer them dll over. We had to do
u lot of hard work frunsferring, redeeminy und restructuring
the existing investments und moviny them to the hew
custody arrangement und the new individudl munagers.”

Putrick firmly believes the trick to muking uny hew business
enhdeavour successful is clear communicution and lots of
it. Inferestingly, Paradigm is currently looking to uppoint

u dedicuted communicutions person, who will be
responsible for providing “discreet” communicution with
clients when there ure chunyes to their portfolios.

"When it comes to communicuting with our clients, we're
working towurds ‘push notificution” through devices like
smurtphones,” Patrick suys. “Technoloyicdl innovation is
becominy increusingly important, und will enable us to
interact much more efficiently with our clients in a reul-
time environment.”

3. Transition process

When implementing a munayged accounts strategy,
Putrick suys businesses heed to curefully consider what
foroviders to purtner with.

“Tauke your time in finding the right provider for your
business und make sure they dre investing in their
technoloyy und cupubilities,” he says.

In terms of technoloyy choice, Puradigm currently uses
XPlan us its lead CRM, Cluss for its SMSF administration, und
munuyeduccounts.com.au for driving Paradigm’s MDA
technoloyy.

However, he concedes that the business is currently
reviewiny its technoloyy providers.

“Since we got info manuged accounts eight years

ayo, there’s been u significant investment by providers

in technoloygy. Munuged uccounts is very much u
technology play, so we're in discussions with a humber

of providers ubout their offering und the udvancements
they’ve mude in technholoyy over the lust couple of yeurs.”
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As un exumple, Putrick is looking for technoloygy that
will automuticdlly rebulance portfolios when investment
managers muke decisions or compunies initiate a
corporute uction.

“Munaged accounts bring a lot of tighthess info your
processes. The efficiency gains are sighificant but it’s hot
un eusy process to undertuke, so you heed to tuke the
tfime to yet dll your processes in pluce,” he suys.

Paradigm Managed Account Service

Toduy, Purudigm munauges upproximately $300 million
in its munuyged account service, with the average client
bulance size being $1.2 million.

“Paradigm hus u couple of hundred million dollurs
worth of funds under munaugement spreud ducross other
platforms not in the MDA,” Putrick says.

“Our preferred minimum investment into the munuged
uccount is $500,000. We're not trying to be ull thinys to
dll people. Clients who we deem not to be financiully
sophisticuted or suvvy, und may not be comfortuble
with direct investments, are catered for in the retdil
environment via a wrap uccount.”

Patrick udds that Paradigm is currently investigating
implementing u retdil MDA offering, which will sit under
ohe of the munaged account providers’ IDPS services. This
structure will provide u low cost solution using investments
such us ETFs und LICs.

"Becuuse Puradigm hus become very good ut munuying
clients” money, we find that we‘re uttracting clients who
have substuntidlly greuter weualth. They like the way

we run our portfolios with our specidlist managers und
investment committee. So, it's working out yuite well.”

The Paradigm Manuged Account Service (PMAS) is un
investment portfolio service that provides ifs clients with
choice und flexibility without the ongoing udministrative
burden.

Clients cun invest ucross u ranyge of usset cluss bused
model portfolios — dll munuyed by specidlist investment
maunugers. These include: Australiun shares, infernutional
shures, listed property, fixed interest und dlternutive ussets.
In addition, clients cun benefit from u sepurate model
cdlled the Transition Portfolio.

“The Trunsition Portfolio is used by clients us u *holding’
portfolio, for exumple, for shures that may have been
beyueuthed to them thut fall outside their portfolios that
they wish to retdin or where activity may be constricted
by significant capital gains implications,” Patrick says.

CONTINUES >>
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Munuaged uccounts bring d lot of
tightness into your processes. The
efficiency gdins dre significant but it’s
not aun eusy process to undertake, so
you heed to tuke the time to yget dll
your processes in pluce.

He udds the PMAS is open to individuudl investors,
corporute clients, fumily trusts, self-munuyed
superannuution funds, charities and endowment funds.
While most investors in the PMAS dlso receive finuncial
advice from Paradigm, the service is avdiluble for those
who just wunt to invest without udvice.

Looking back, looking forward
So, whut chunyes does Putrick unticipute over the next
5-10 yeurs to Paradigm’s service offering?

Firstly, he doesh’t rule out the ucquisition of udvisers and
practices that might enhance the business’s capubilities.

“The compliance side of munaying portfolios and clients’
investments is getting yuite tricky. There ure u number of
smuailler practices we're currently talking to in regards to
either ucqyuiring or purtidlly ucquiring. By doing so, we cun
frovide their clients with a more sophisticuted und robust
investment upprouch, whilst providing those practices
with significunt efficiencies by udopting an MDA within
their business,” Putrick says.

"It's a very efficient way of munuying portfolios if

you do whut Paurudigm hus done, like outsource the
administration, outsource the investment committee und
outsource the mandutes.”

And as Paradigm ygrows, he sugyests thut the business
will probubly have to uppoint u full-fime person to look
ufter the compliance side of the business; to muintain
the strong compliunce culture across a brouder
orgunisutional structure.

*I think compliance is u biy issue yoiny forwaurd. For
unybody contfemplating running a munuged account
offeriny, you've yot to muke sure you're running u strict
compliunce regime. That includes knowing how to
munuge uny conflicts of interest und knowing how to
maunuge your portfolios in a professional munner.”

But it’s technoloyicul innovation that Patrick sees us beiny
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the redl definer for businesses mMoviny forward.,

“You'll need techholoyy thut’s going to be uble to talk

to un upp to enuble clients to track their investment
portfolios. Reseurch shows that people seurching for
informution toduy dre increusingly moving away from their
iPads and computers, and dare using their smartphones
instead.

“So, everything we'll be doing yoiny forwurd will be bused
on using technoloyy 1o its best udvuntuye, enubling us to
enyguge with clients efficiently.”

And what ubout professional dlliunces?

He views uccountunts us being a redl opportunity for the
business.

“For wedlthier clients, we see the uccountunt us beiny
their primary adviser. But accountants redlly don’t have
the ability o maunage money very well; they don’t either
have the skills, the expertise or the licence to do that. So,
we wunt to be in u position to work with uccountunts who
waunt to provide their clients with a professionul outcome
on their investment munaugement.”

Worth the effort

With eight yedrs under his belt offering clients u munuyged
uccount service, whut udvice does Putrick have for auny
business looking ut rolling out their own offering?

“Tuke the time to plun. It's u mussive undertaking to
fransfer clients ucross to u hew custodiul urrangement
und u hew udministration platform. So, my advice is to
make sure you're working with a good provider that’s got
plenty of resources und the right investment philosophy to
help you muke the fransition.”

But does thut meun scule is critical for uny business
wunting to roll out its owh munuyed uccount service?

“Put it this way,” Patrick says. “You can’t do the work to
fransfer your clients info the new world without a fair bit
of internul buck-office grunt support from within your
orygunisution. So, if you huven’t got that, it's going to be
problematic, unless you've yot u provider that is willing to
throw its resources to the tusk of frunsitioning.”

But never underestimuting the umount of hard work
involved in Moviny to un MDA environment, Patrick looks
buck how und udmits it’'s been worth dll the puin und
effort involved.

*I cun honestly suy, it's enhanced our clients” experience,
und hus mude our business so mMuch More efficient.”
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BUILDING A PRIVATE LABEL

n officidlly opening this yeur’s Adviser Roudshow,

IMAP Chuir Toby Potter revedled the current state

of munuged uccounts in Australia, with funds under
munuygement (FUM) now stunding ut $57.05 billion — un
18.9 per cent increuse in the six months to 31 December
2017. For the 12 months ‘year on yeur’ period, this
represents an annual growth rate of 45 per cent
or $17.87 billion.

This yeur’s roudshow feutured d runye of industry
experts und punel discussions, which highlighted
various uspects of the munuged uccounts sector.

In a punel session titled, ‘Building a Private Label’,
three industry professionuls — Nick Mitchell (Netweulth),
Lukasz de Pourbuix (Lonsec) und Jonuthun Kilborn
(Curdenu Private Wedlth) — shured their perspectives
onh how they built u private lubel.

According to Netweulth Head of Distribution, Nick
Mitchell, Netwedlth got info munhuged uccounts ubout
3.5 yeurs ugo, when it identified the move by muny
IFAs to rapidly transition their businesses to include
munuyed uccounts.

*Managed accounts is a rapidly growiny sector of
the industry and we expect 57 per cent of udvisers
will look to incorporute munuged uccounts intfo their
offering by 2019,” Mitchell suid, uddinyg that munuyged
uccounts provided udvisers with a “frictionless” client
experience.

Mitchell believed there were g number of udvuntuges
for pructices yoing down the private lubel puth. They
include:

e yreuter sophisticution und customisution of service
offering;
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Munuyed uccounts is u rapidly growiny
sector of the industry und we expect

57 per cent of advisers will look to
incorporate munuyged accounts into their
offering by 2019. - Nick Mitchell

e uccess to brouder usset clusses, such us internutional
equities, listed property, bonds und other fixed interest;

e model of models, enubling udvisers to diversify
munugyer risk und ensuring best of breed; und

e enhunced fee Munagement and reporting.

Curdenu Private Wedlth is a hon-institutionally owned,
fee-for-service udvice business bused in Sydney. As

u director of Curdenu, Jonuthun Kilborn suid they
started thinking ubout building u private label ubout
three yeurs uygyo. He udmitted thut the process of
working out the business’s beliefs und investment
philosophy took some time.

“When building our private lubel, we worked with

u consultunt, who helped us with our investment
committee und usset consultants,” Kilborn said. “It’s
important to work with people who are ulso onh the
sume puge Js you, particularly with things such as your
investment philosophy.”

Lonsec Chief Investment Officer, Lukusz de Pourbuix
ugreed thut the investment philosophy wus key to the
success of uny privute label.

“Most udvisers | speuk to have un investment belief

Delegates enjoyed the networking opportunities at the 2018 IMAP Adviser Roadshow.
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Over 420 delegates across three cities enjoyed the opportunity to hear insights from managed account professionals.

Accountunts ure the gyutekeepers. So,
for our practice, it’s aubout getting the
yutekeeper over the line, us they ure the
tfrusted professionul of HNW clients.

- Richurd Sheuryold

or philosophy. But they need to ensure thut this belief
or philosophy is properly documented, to ensure they
remuin tfrue to it.”

He udded thut with the increusing level of compliunce
und due diligence in the sector, a lot of educution
uround munhuged uccounts wus still required for
udvisers und deuler groups.

When usked whut udvice he had for uny pructice
looking ut rolling out u privute lubel offering, Kilborn
udvised to tuke the time to do it well.

"When you start this journey, you heed to redlise it
tukes time and cost to do well,” he suid. "And uppoint
u dedicuted person, whether internally or externally,
like a consultunt, to undertake the due diligence and
implement the strateyy.

“And importantly, you heed to remuin reflective on your
processes, which meauns usking yourself: Is this still the
most efficient und cost-effective wuy of doiny thinys.”
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Serving HNW clients

In unother session fitled, ‘Serving HNW Clients — How
Different Is [t?", Richurd Sheurgold from Stonebridye
Cuapital provided his thoughts on servicing high-net-
worth (HNW) clients. He believed the key to workiny
with HNW clients was working with their accountunts,
or us he termed, the “gutekeepers”.

“The HNW clients referred to our prauctice primurily
come from uccountunts,” he suid. "Accountunts ure
the gutekeepers. So, for our pructice, it's ubout yetting
the gyutekeeper over the line, us they ure the trusted
professionul of HNW clients.”

Sheuryold udded thut it wus offen u contentious issue
with HNW clients having their investment portfolio
discretionully munuged.

"These clients like to be ih control, so moving them to
u discretionury environment does require convinciny
und frust. We do this by munaging their expectations
und ensuriny that we have structured monthly
communicuation with them.”

Interestingly, Sheargold revedled that ultra HNW clients
were drawn to ethicul investing, und liked uccess to
infernutionul eqyuities und block trading.

He udded: "When you have HNW clients you heed to
be awdre that no one-size fits ull. Different generations
invest differently. This is particularly evident with
generutionul weulth traunsfer.”
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Profitability in an advice practice

Terry Bellprovides some guanfitative metrics thut
Meusure the profitubility of advisory practices offering d
munuyed uccounts solution.

s purt of the Business Heulth HeulthCheck, we

usked principdls how they saw the hext 12 months

—und it’s generdlly un optimistic outlook. But
there dre chullenyes uheud for the industry, like disruption
through tfechnoloyy und competitors, regulutory chanye,
industry rationulisution, demoyruphic chunye und
evolviny business models.

But despite these challenyes, us outlined below,
udvice principuls remuin optimistic:

e 94% expect to increuse their practice revenue;

e 89% expect to increuse their revenue yeneruted by
fees;

e 80% expect to increuse the humber of clients they
service;

e 61% will build on the humber of third-party referradl
partners;

e 42% will recruit more income producers to their
business; und

e 46% expect to uppoint more support stuff,
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However, without un effective business plun in pluce,
principuals will sfruggle to face the challenyes uhead.
An effective business plan is the major driver of profit,
and without a structured business plun in place,
businesses will strugyle to havigute the chullenyes.

For u plun to be effective, it needs to be:

e cleurly documented, so the business cun be held
uccountuble to it;

e comprehensive;

e contuin the followiny — ‘who’s’ goihy to do ‘whut’,
by ‘when” und ‘how’; and

e quurterly monitoring of u “progress to plan’,

Yet, Business Heulth dutu reveuls that one in four

practices (24 per cent) do hot have d business plan in
pluce, which is concerniny.

But for those businesses that do have d business plan

in place und ure implementing it effectively, they are
sighificantly more profitable — up to 209 per cent. This
demonstrates that un effective business plun, which is

CONTINUES >>
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implemented properly, will generate more profit for a
business.

Managed accounts
So, how does the world of munuyged uccounts look?

The HedlthCheck duta we have compiled for the
munuyed uccounts sector is bused on 93 respondents
and wus run over the first three months of 2018 — January
to March. The respondents comprise of u mix of businesses.
This research wus sponsored by Colonidl First Stute.,

The duta shows that practices using manayed
accounhts ure seeiny reul benefits to their businesses.
The top five benefits include:

e 87% — huve seen u reduction in udministrution (i.e. ho
ROAS);

e 47% — more time spent with clients (i.e. fuce-to-fuce
meetings);

e 73% — huve experienced improved client
enguyement;

e 70% — huve seen improved risk control; und
e 83% — huve recorded improved client outcomes.

Table 1T compures munayed account practices to
muinstream advisory practices without g munuyed
account offering.

Table 1

Dimension All practices Managed
accounts

Gross pructice revenue | $1.16m $1.53m

No. of client 6 7.4
dppointments per
planner/per week

Number of individudl 715 614
clients

FUM/FUA $137m $165m
Clients per planner 285 336
Number of full-fime 5.6 6.1
employees

Notional profitubility 27% 34%

In compiling this dutu on munuyed uccounts,
it’s cruciul fo note the importunce of client
communicution in the udvice process.

For exumple, ohe of our other tools ut Business Heulth is
u client survey. We confidentiully usk clients on behulf
of u pructice, how they consider their udviser ucross
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But for those businesses thut do have
U pbusiness plan in place und are
implementing it effectively, they are
sighificantly more profituble — up to
209 per cent.

u humber of ureus, including nine KPIs. Affer 15 yeuars
of doiny this survey, ‘communication” comes in us the
bottom KPI ucross five countries (U.S., South Africa,
U.K., Singupore und Australiu).

As purt of your business plan, it’s vital that you look at
your communicution progrum. Look ut the ucronyms
you use in the udvice process, how you convey your
messuyes, und how you uctudlly tulk to clients. And
if you do huve u communicution proyram, muke sure
it is resonuting with your clients? So, how do you do
that? You simply usk them.

However, only 34 per cent of plunniny pructices ure
currently seeking feedbuck from their clients, which
meuns that two-thirds of practices have not sought
feedbuck. So, u regularly reviewed commuhicution
program should be udded to any business plan —in
fact, it’s critical for your hotional profitability.

5 key takeouts
We have uncovered five key tukeouts of our reseurch
info munuyed uccounts. These ure us follows:

1. Benefits accelerate as solutions embed.

Our reseurch shows that those plunnhers who have
been offering munuyed uccounts for more thun three
yeurs dre sighificantly more profituble thun those
plunners who huve been offering them for less than
three yeurs (Tuble 2).

Table 2
Dimension % Practices | Profit uplift
Length of <3 yeurs 63% -
time offeriny
manayged >3 yeurs 37% +116%
accounts
% of clients | <560% 70% -
invested in
manuyed >50% 30% +118%
uccounts

CONTINUES >>
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So, if you’'ve begun the maunaged auccounts journey,
my advice is to continue that journey becuuse there
is puybuck ut the end of the line. It mukes sense,
becuuse munuyed uccounts ure u whole business
solution.

And the second profit driver for businesses is the

fuct that clients become invested in the mMunayged
accounts solution. For example, those planning
practices that offer munuyed uccounts to more than
half of their clients ure more profitable.

So, the longer you're involved with managed
uccounts, the better you'll become with them. And
the more embedded munuyed uccounts become
within your practice, the greuter the profitability to
your business.

2. Higher profitability.

A manuged uccounts offering is bringing businesses
higher FUM, higher revenue und higher profit for
principals. At Business Heulth, we culculate a $110,000
difference for principuls running munuyed uccounts
versus those who don’t (Tuble 3).

Table 3
Dimension All practices | Munaged accounts
Annuadl revenue | $1.16m $1.53m
FUM $137m $165m
Profit/principdl $266,998 $380,998

So, munuyed uccount businesses ure more profituble.
3. Communication is key to any relationship.

The key to uny successful und lonystundiny
relutionship is cleur und effective communicution.

Businesses that contuct their "A’ cluss clients 10 times a
yedr or more, ure muking 31 per cent more profit thun
those that don’t (Tuble 4).

Table 4
Dimension All practices | Munuyged uccounts
10+ ‘A’ client 39% 47%
contucts per
yeur
Quurterly+ "A’ 28% 37%
client reviews
Appointments 6 7.4
per week
97%+ ‘A’ client 44% 59%
retention
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The longer you're involved with
Mmunuged accounts, the better you'll
become with them. And the more
embedded munuyed uccounts become
within your practice, the greuter the
profitability to your business.

So, customised communication that is done
meuningfully and frequently, produces a higher level
of profit for pructices. Thut’s becauuse clients auctuaully
think their planner is uctively working for them, us they
ure regulurly heuring from them.

4. Higher profitability for those who segment.

Client segmentation is ulive und well in plunniny
practices, und for those businesses that aure unuble to
offer differentiated services, they will struggle to survive
yoiny forwurd.

Every client hus to be treuted with respect and fuirly,

but not hecessurily egudlly. Eighty per cent of revenue is
cominyg from 20 per cent of clients. So, client seymentution
is u biy issue. According to Business Hedlth dutu, those
businesses thut ure segmenting are significantly more
profitable than those that aren’t (Tuble 5).

Table §

Dimension All practices | Munuged uccounts
Average humber | 715 614

of clients
Those thut 77% 90%
segment their
clients

So, client seymentution does work und it’s u big driver
of profit. It frees up U pructice’s time und resources to
work on those A’ cluss clients from which the pructice
draws most of its revenue. And our dutu shows that

90 per cent of munuygyed uccount businesses ure
segmenting their client buse, compured to 77 per cent
of dll practices.

5. An even more valued service.

Eight-seven per cent of the marketpluce chargye u fee
for the prepuaration of an SOA, whereus 97 per cent of
munuged uccount businesses churye u fee for prepuring
un SOA. Munuged uccount businesses ure more
confident ubout churyging explicit client fees (Tuble 6).

CONTINUES >>



Table 6
Dimension All practices | Munaged uccounts
Chuaryiny for SOA | 87% 97%
Charyiny for 79% 83%
implementution
Service level 60% 63%
uygreements with
‘A’ clients
20+ hew clientsin | 48% 60%
pust 12 months

Why are managed account practices more profitable?
There ure three key reusons that help to explauin why
munhuyed uccount pructices ure more profituble.

1. Efficiency: The Business Heulth data shows munaged
account pructices to be more efficient. The key points
beiny:

o With experience comes confidence;
e A reduction in udministration fime and costs;

e Improved risk control; und
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e Munuyed uccounts ure inteyral to these businesses.

2. Confidence: Munuged uccount businesses tend
to be more confident. They charge more for their
fees, they ure confident in their offering, they huve
improved investment outcomes for their clients,
their existing clientele ure huppy, und they have an
expunded runye of services.

3. More time: Munhuged account businesses have more
time for clients. This includes more time put uside for
fuce-to-fuce meetinys, more client contuct, more
client reviews, und yreuter client segmentution.

These findings ure Business Heulth’s high level fuke

oh the dutu currently complied on the Australian
munuyed uccounts sector. It will be interestinyg fo see
how this dutu evolves over the cominy yeurs.

Terry Bell is a Partner of Business Health. For more
information, go to businesshealth.com.au

The Business Health Managed Accounts research was
sponsored by Colonial First State.
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Jonhdthan Hoyle provides un insight into the mundiged

fs offering ut Stunford Brown, including thekey

€SSORS ledrnt in rolling out this service.

tanford Brown'’s udoption of munuyged uccounts

hus radicully chunyed the wuy we service our

clients. There were four key issues thut prompted
us fo yo down the munuyged uccounts puth, They
were:

1. Speed: Our investment committee would meet monthly,
we would make our decisions, we would communicute
those decisions to our udvisers und then they would roll
those decisions out to clients, depending on when they
would hext meet them. As we typicdlly see most of our
clients twice or three times u yeur, that meunt the wuit
could huve been six months between mukiny u decision
und executing it. It was un old-fushioned und slugyish way
of doiny thingys.

So, speed wus our number ohe concern thut we
wdunted to uddress. We wunted to infroduce u much
more efficient wuy of rolling out investment committee
decisions.

2. Administration: Our buck-office wus yrowiny
sighificuntly. Trade errors were starting to come out
und corporute uctions were u hightmure. We hud

reuched the ceiling of whut we could administratively
cope with.

3. Consistency: We were looking for a more consistent
Jpprouch to how we munugyed portfolios und did
business.

4. Client engagement: Our udvisers had u close
relutionship with their clients. Typicully, they got so
wrupped up tulking to their clients about particular stocks
und funds that we redlised it were the udvisers who redlly
cured the most ubout these stocks und funds, whereus
our clients reully didn‘t cure. However, our udvisers
convinced themselves thut their clients did cure, only later
discovering how little they redlly did cure.

We redlised that clients didn’t come to us to discuss
what the fund manager wus putting their money info.
They cume to us becuuse they didn’t huve enough
time to invest their own money or they didn’t have the
necessury skill set to invest their own money. But for
those thut did, then we would udvise them to yet un
SMSF und do the investing themselves.
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5 key benefits

Since implementing managed accounts into our
business, the benefits have been enormous. The
followiny ure five of the key benefits to our business.

1. Proactive porifolio management

We had been lony the Australian dollar lust year, When
the dollar hit $0.80, it looked like it had peaked. That's
when we decided to yo underweight Aussie dollar.

So, we executed thut position. But, we didn’t do it by
options or derivutives, we did it using Vanguard ETFs.

We have u core sutellite upprouch. We use more

ETFs than active funds. But there are funds that do
cohsistently add vulue over time, und with these funds,
we yive them ‘lock-up’ money. Thut is, we tell them
that this is their money for, say, three yeurs. We won't
pull thut money out for one bud yeur, but if they have
three, then we will review thinys.

The ‘sutellite” are the fracker funds. Vunhguard has two: it
hus un unhedyged internutional share fund (VGS) and it
hus u hedyed internationul share fund (VGAD). We just
flip one for the other, so you cun suddenly go from being
overweight in the Aussie dollur, o being underweight.

This means you cun flick u switch on your platform and
suddenly all our 490 clients on the plutform dre how
underweight the Aussie dollur, It’s that quick, it’s that
effective.

2. Equitable distribution of fees

Infroducing munuyged uccounts intfo your business
doesn’t meun you're uddinyg unother layer of fees
for the client. In fuct, I'd suy it's u more eyuituble
distribution of those fees. We have u specific money
munugement fee, we have un udviser fee and we're
sharing some of those fees with the fund managers.

Typicdlly, if you enguge u fund munager to run an
SMA, they will run it ut u lower cost thun u munuyed
fund, but there is u lot more room to hegotiute on u
munuyed fund if you huve u munhuged uccount — und
certuinly, if you have scule.

But it’s important fo note thut munuyged uccounts are
not cheuper for your clients. It's not u wuy to suve your
clients money. Insteud, it’s ubout improved technoloyy
to run their portfolios.

3. Significantly reduced administration

As clients have how yiven us discretion fo muke frades
oh their behudlf, there is how less need for ROAs und
sighificuntly reduced administration.
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So, one of the bigyest decisions for
businesses is: Do you waunt to be your
investment committee or do you want
to outsource it to u speciulist? That’s an
importunt decision the business heeds
tfo muke.

4. A consistent portfolio offering

Manuyged uccounts enuble us to have u consistent
offeriny for our clients.

5. Advisers can advise once again

We luunched our munuyged uccount offering in
February 2017. This has enabled our udvisers to actudlly
udvise uyguin und hot be monhey munugyers.

Advisers ure hot principully money munugyers. If you
look ut designhations like the CFP® Certification, they
dre hot money munugement guudlificutions. Finunciul
plunners ure not yeured to pick stocks, understund
correlution und diversificution chullenges, und
understaund option pricing theory. It's not whut they
should be doiny.

So, ut Stunford Brown, our udvisers ure udvising uguin,
und they're reully enjoying thut,

The Lunar Managed Account
The following is u snupshot of Stunford Brown’s Lunur
Manhaged Account that we launhched early in 2017.

We huve five models — from conservutive to high
growth — und we ure introducinyg low cost ETF-only
models.

The five models are munhuyed by a very experienced
investment committee of five. Indeed, for businesses
thinking ubout going down the munuyed uccount puth,
the type of investment committee you yo with is criticul.

So, one of the bigyest decisions for businesses is: Do
you wunt to be your investment committee or do
you want fo outsource it to u specidlist? That’s an
important decision the business heeds to muke.

With our munuged uccount, we huve twice the dbility
to de-risk us we have to gyo up, und thut’'s munduted.
For example, if our client risk profiles ure moderute,

say 50/50, und we’'re muximum bullish on markets, we

CONTINUES >>
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cuh go up to 65 per cent on growth ussets. If we're
maximum beurish on markets, we cun go down to 20
per cent. For us, it's ubout meuningful dynumic usset
dllocution und purticulurly on the downside.

Our munuyed uccount uses u mix of ETFs (ubout
60 per cent), uctive munuyers und some direct
investments.

However, us u word of warhing, munuged uccounts
don’t do illiyuid ussets very well. | think the next
evolutionury wave of technoloygyy might fix that, but
us it stfands, one month settled ussets ure u bit of u
problem for most munuyed uccounts,

So, | believe our Lunur Munuyed Account offers vulue
in three pluces, which ure:

e dynumic usset ullocution;
e Munuyer selection; und

e yuurterly rebuluncing.

18 months later...

So, it's been ulmost 18 months since Stanford Brown
infroduced munuyed uccounts to the business, und the
reuction from udvisers und clients has been interesting.

Surprisingly, manuged accounts hasn’t suited all our
udyvisers. We huve 15 advisers, runging from those
who love the money munugement aspect of the
udvice process und believe they provide plenty of
vdlue to the client, to those who have no interest

in the money munuyement side of the udvice
process und ure huppy to deleyute thut uspect fo u
speciulist,

So, on thut spectrum, there were advisers who strongly
resisted munuged uccounts, believinyg they’ll huve less
scope to recommend chunges to their clients.

It’s important fo note that munuyged
accounts dre not cheuper for your
clients. It’s not a way to save your clients
money. Insteud, it’s ubout improved
technoloyy to run their portfolios.
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However, as un importunt point, our munayged
uccount offering doesn’t comprise 100 per cent of our
clients’ portfolios. It represents ubout 70 per cent und
we tdilor the rest according to the client’s situation. So,
for most of our client portfolios, the core component is
now the mMunuyged uccount.

Another thing that our advisers find incredibly
confronting with managed accounts is the
franspurency of performunce. So, every single busis
point is how uccounted for. We dlso benchmuark our
performunce to the Vunguurd index und CPI.

So, while not dll of our udvisers love munuged
uccounts, they ure leurning to love them. Thut’s
becuuse the most importunt purt of the equution —
our clients — love them.

In ferms of improvements to our udministration
und purdplunning, Munuyed uccounts huve
been fantustic. Our udministration feum hud been
growiny, which wus guite concerninyg, but with the
implementution of our munuyed uccount offeriny,
thut hus stopped.

And we dre how providing u consistent, professionully
managed investment offering. So, if you're in G
bulunced risk profile, you will have d very similar
portfolio to someone else of your uye und risk profile.

Whut has been particularly gratifying to see is the
reuction of our clients to our munuyed uccounts
offeriny.

When we initiully mude the decision to yo down the
munuyed uccounts puth, we met with clients to
expluin our reasons for doinhy this und the benefits
for them. Naturdlly, we were expecting our clients to
embruce this wonderful new technoloygy, but they
didn’t. We were fuced with resistunce by clients.

Clients were concerned that we were goiny to muke
chunyes to their portfolio without telling them. So,

for u lot of our clients, that was quite u confronting
conhcept. But ufter u concerted client communicution
cumpuiygnh, we wonh our clients over.

In the end, it ull caume down to trust. Our clients did
frust us to muke discretionury decisions on their behulf,

And, fo un extent, we've dlso been lucky. Thut’s
because when we luunched our munuyged uccount
offering in February 2017, it wus u bumper year

for murkets, with every usset cluss yoiny up und
performinyg exuctly us expected.

For exumple, the Lunur High Growth model returhed

CONTINUES >>
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Top 7 tips
The followiny are some handy ftips for any business
looking to roll out u munuyed uccount offering.

1. Do u lot of reseurch. This includes tulking to
other businesses und plutform providers.

2. Appoint an internal person to chumpion the
fransition process to munuyed uccounts.

3. Test und trial everything.

4. Decide whether you wunt to estublish your
owh internul investment committee or
outsource it.

5. If you yo down the internul investment
committee puth, then work out what your
investment philosophy is.

6. Position the switch to your clients und your
teum - over und over uguin. You heed to
repeutedly communicute this move with your
clients and stuff, becuuse people foryet und
it is confronting for clients to give up control
of their portfolios.

7. Don’t underestimute the resources you will
need fto successfully roll out this offering.
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So, my final advice to unybody making this
franistion o Munuyed uccounts is that this
journhey reyuires d lot of explunation und
communication with your clients and stuff,
Stay close to them and be consistent in
your messuying to them.

14 per cent last yeur. So, we hud u wonderful first year
performance across our Lunar portfolios, and with that

hus come u lot more client frust.

So, my finul udvice to unybody making this transition
to munuyed uccounts is that this journey requires u lot
of explunution aund communication with your clients
and stuff, Stay close to them and be consistent in your

messuying fo them.

Jonathan Hoyle is chief executive officer at Stanford Brown.
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ETFs:The building blocks

Rob Coyte discusses how Shartru Wedlth uses
ETFs in its MDA offering.

t Shartru Wedilth, our udvisers have a wide and

vuried skill set. So, our chullenge was to come up

with ¢ solufion that would enuble dll our advisers
to deliver advice to their clients that would provide them
with the best possible investment solution.

When we started looking at the MDA structure, we
were uhcertuin whether the benefits of un MDA would
be as yood us they actudlly were. However, when

we sturted delving info the process of settiny up our
MDA, it becume quickly uppurent that this solution
wus goiny to greutly transform our business. In fauct, it
yuickly exceeded dll our expectutions.

| believe a hegdtive to services like platforms are the
munaugers that limit your ability to invest in the sorts of
ussets that sit outside T+2 (frade dute plus 2 business
days) type urrungements. This meuns when we have
GFC-type events, we end up with u correlation of
ussets of ubout one.

But at the end of the duy, the only thiny clients cure
ubout ure the delivery of their objectives, which
includes u sustuinuble income und the preservution of
their capital.

In the process of setting up our MDA, it fook us d lony
time to find u purther who shared our philosophy und
wus goinyg to enuble us to do whut we wunted to do.

It took us ubout one yeur to gyo through the various
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pluyers, before deciding on the finul selection of
orgunisations we were going to parther with.

Toduy, the MDA provides us with a mechanism to be
uble to provide consistency und u timely solution for
our udvisers und their clients.

We have u core sutellite upprouch, with a pussive und
uctive component to thut, We ulso have u very strony
belief in the correlation of ussets.

Why ETFs?
At Shartru Wedlth, we use Exchunyge Truded Funds
(ETFs) inside our MDA. So, why use ETFs?

Well, for one thiny, ETFs huve chunged the wuy we

yo ubout doiny things yuite dramuticdlly. There ure
active ETFs, pussive ETFs, broad ETFs und specific ETFs.
In fact, the only thing that can limit what can be put in
an ETF is the product provider’s imagination, which is
ygenherdlly prompted by advisers usking them for certain
solutions.

ETFs tick all the boxes: they are eusy to use, they are
cost-effective, they ure eusy to execute, they ure
franspurent and they ure reygyuluted.

ETFs in the core
At Shartru Wedlth, ETFs have provided us with d lot
more variety in terms of how we yo ubout buildiny

CONTINUES >>
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portfolios, as well as our core upprouch to Munayging
money.

For exumple, we have u cerfuin view on Australiun
bunks und where they’re sitting ut the moment. So,
does it muke sense for us to have a position of about
40 per cent of our core in those bunks? Definitely no.

Insteud, we simply have an equal weight ETF and by
doiny so, thut dramuticully reduces our exposure to
banks in our core, without chunyiny the underlying
premise of whut the core is. There’s no buyiny und
selling.

So, this enubles our udvisers to expluin to their clients
ubout why we huve reduced our exposure to the
banks, and clients are happy that their adviser is
ehyuying with them in respect to whut is huppening in
the markets.

ETFs ure thut eusy und yuick to use. So, if you don’t like
Wesfarmers, Telstra or the banks, und you want to get
exposure to compunies outside the Top 20, then ETFs
dare the solution. ETFs enuble you to skew your portfolio
very simply.

We’'ve yot u whole range of filters that can be upplied
to investments, such us the core. So, insteud of huving
murket cupitdlised indexes, we cun have puarticulur
filters. For exuample, our view of the world is there’s
probubly u little bit too much debt out there ut the
moment. So, there ure filters in ETFs you cun utilise to
reduce your exposure to such compunies. For us, that
mukes sense.

Also, if we waunt to increase our leveruye, we could get
u yeured exposure to the murket by using u yeured
ETF. Nuturdlly, you'd be unwise to do that at this point
in fime but nonetheless, it's un option.

ETFs for satellites

Once we settled on our core position, we then looked
at what we're doing in regurds to our satellites. We
had positions in Jupun and Europe. So, in terms of

our infernutionul exposure, by buying un uppropriute
ETF, you're effectively skewiny your portfolio, tuking u
sutellite position to reflect that view. It's done with one
tfrade, it’s done very edusily, it's done very cheuply and
it’s done efficiently.

For exumple, us soon us the Jupunese Government
unhounced it unficiputed the pojpulurity of bitcoin would
meun the Jupunese economy wus expected to yrow by
0.3 per cent, you cun then yet in und sell the Jupunese
exposure very guickly, which benefits your clients.
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In fact, the only thing that can limit

what cun be put in an ETF is the product
provider’s imagination, which is generdlly
prompted by advisers usking them for
certuin solutions.

In reyurds to hedyiny, you cun uctuaully tuke short
positions in your portfolio to munagye risk, which | think
is u tool thut u ot of finunciul udvisers ure using ut
the moment. You cun dlso use it to tuke u speculutive
view. At Shartru Wedlth, we use hedyging in terms of
munuying risk.

Also, there’s u whole range of ETFs that effectively
enuble you to yet one-for-one or one-for-three
exposure. So, by owninyg u 10 per cent exposure to

u short, you cun uctudlly protect one-third of your
portfolio.

These dre the types of tools you cun eusily utilise in
line with your investment philosophy. It endbles you to
uctudlly deliver what you dre suying to clients.

There’s ulso the opportunity to tuke positions in sectors
like gold. Onhce uguin, it's only the imayination of
product providers that will limit whut you want to do
with ETFs.

Technology play

Another sighificunt issue cominy info play is technoloyy
innovation und beiny uble to uccess different forms of
ussets that we fraditiondlly haven’t been able to do.

For exumple, we use the DomuCom plutform in

our MDA. We're looking to do some direct property
fransactions in that — both debt und equity. By doihyg
so, that will give our investors the ubility to participate in
ussets thut ure goiny to give them un entirely different
risk/return profile to whut they cun yet elsewhere.

So, us u structure, MDAs ure excellent. In fact, | predict
that within five yeuars, everybody in the industry will be
using them. My udvice s, if you're not offering MDAs,
then get onto them!

Rob Coyte CFP? is Chief Executive Officer at Shartru
Wealth.




MARKETING

IMAP &>

Marketing a new managed

accounts program

Toby Potter ouflinesthe steps reqyuired to effectively
communicdate und murket g hew Manayged uccounts
program to advisers and clients.

hen licensees consider developing u munuyed

accounts program ds a replacement for the

cohventiondl udvice/recommenduation-bused
process, they are often concerned by the chullenyes they
expect to have in ensuring their udvisers ure us committed
to the project us they ure.,

Overcominyg these issues requires licensees to uddress the
issue in two wuays:

e Overcoming udvisers’ feurs und objections; und

e Eyuipping advisers to communicute the benefits of the
service to clients, purticularly to existing clients who have
previously been receiving a different form of service.

Adviser questions
Let’s first consider the concerhs thut urise umony udvisers.
These cun be yrouped into a humber of ureus:

Role perception

“Will this service undermine the way in which my clients
regurd me?”, or

“Whut type of relationship will | have with my clients if they
don’t see me as the person who selects their investments?”

Customisation of the service by client

"My clients have uhique circumstunces und lots of them
have other investments or specific preferences, which
heed fo be tuken into uccount when their portfolio is
being constructed.”
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Fee concerns

"The proposed fee structure will be hard to explain to my
clients. They are used fo seeing onhly my aadvice fees und
the platform fees, und they unhderstand that there are
costs in the funhds they hold.”

Best interest issues

"How cuh | recommend an in-house service? Will this truly
be in my clients’ best interests?”

[t's cleur thut the unswers to these leyitimute questions will
vary depending oh the service structure thut the licensee
udopts.

For exumple, if the munuyed uccount service udopted
is simply u decision to include u humber of third

party managers” SMAs from the licensee’s preferred
platform onto the APL, then issues of the udviser’s

role, customisution und best interest dre unlikely to be
signhificunt.

The udviser will be recommending un SMA in the sume
way us they might have recommended a munuyed
fund. Their role in portfolio construction is supported und
the adviser is uble to expluin the benefits of this structure,
compured to pooled unit trusts.

The explicit cost may be un issue but agadin, pooled

unit trusts and their indirect cost ratio (ICR) provide an
uppropriute reference point. Since the licensee is hot
eurning u murgin or other benefit from the SMA provider,
yuestions of conflict ure very unlikely to urise.
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However, the ‘role perception” yuestion cun durise when
the SMA is directly equivalent to the type of portfolio that
the udviser typicully includes in their advice.

For exumple, u direct equities SMA munuged by un
externdal munugyer, if directly held equities ure common
in clients’ portfolios or u balunced multi-usset class SMA —
often constructed by reseurch houses using ETFs, if this is
eyuivdlent to the udviser’s investment upprouch.

The yuestions highlighted ubove cun drise most ucutely
when the licensee is directly involved in the portfolio
munugement und construction process of the munuyed
account. This might be a set of SMAs that dre specific to
und brunded for the licensee or it mauy be un MDA service
where the licehsee is either the MDA provider directly

or has un urraungyement to provide udvice on u set of
portfolios that the licensee mManages through a third party
MDA provider.

In this cuse, the roles of usset ullocution und mMunuyer
selection are tuken on by the licensee aund its investment
committee, or by u reseurch house or portfolio munuyer
thut it selects.

Client questions

This section of ‘client questions’ should redlly be called,
‘Adviser concerns ubout client concerns’. They ure the
concerhs that an udviser might think a client, particularly an
existing client, might have when the adviser recommends
the use of munaged uccounts — SMAs or MDAs - instead of a
fourely udvised portfolio. These might include:

Perceptions of the actual service offered

"I thought you were doing that dlready. ”

Cost concerns

"How will the cost compure to my current costs?”
Investment concerns

“Will this still support my preference for (sustuinability/hot

In < service proposition, such us
advice ygenerdlly and manuyed
accounts in purticular, there are
three key ways of respondinyg to
und deuling with objections.
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selling this existing holding/ethicdl investing) ?” Obviously,
the actudl issue they raise will be particular to their
circumstunces.

Dealing with objections

In ¢ service proposition, such us udvice generally and
maunuged uccounts in particular, there are three key ways
of respondiny o und deuling with objections. These ure:

e Rutionul responses — Huving un unswer to the specific
issue raised;

e Emotional respohses — Couchinyg oh behuviour change;
and

e Experientidl responses — Conduct over time thut
demonstrates that the issues ruised ure less sighificunt
than imaygined und the benefits uchieved ure reudl,

So, in uddressiny the issues ruised ubove:

Role perception — The licensee that wunts to uddress this
cun conhcentrate on responding with answers such us:

"This will free you up to focus oh those issues thut redlly
cuh muke u difference to the client, such us strateygic
uavice unhd good structures.”

"This moves your conversutions with clients away from d
focus on either u specific investment recommenddution or
the performunce of your portfolio selections.”

Customisation - Most munuyed uccounts programs now
support u greuter or lesser deyree of customisution, such
us exclusions und substitutions, or running udvised ussets
and mMunhuaged account ussets in the same or linked
accounts. The unswer here will depend in large part on
the technoloygy. However, u linked issue is the desire of
udvisers to reflect their own views in their client’s portfolios.

For exumple, u stock which hus u good dividend yield
mauy be uvoided by portfolio munuyers becuuse they
believe it to be ut risk of cupitul loss. There ure u number
of exumples of this in the Australiun market, Licensees will
need to develop their policy on the extent to which they
will be prepured o dllow advisers to depart from portfolio
positions.

Fee concerns — As un issue that has a demonstrable
answer, the question of client cost will need to be
addressed explicitly. Frequently, the infroduction of
munuyged uccounts hus been uccompunied by u
redlignment of costs, which has meant that clients are
now worse off und ure receiving u beftter service.

Best interest issues — Best interest issues cun express
themselves in u reluctunce to recommend un ‘in-house’
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service. Appropriute responses will stress thut the resources
the licensee hus implemented dure to ensure the portfolios
ure us good us they ure dble to provide.

"The portfolios ure our best views oh the portfolios, which u
client should hold.”

“In this way, we cuh ensure that us our views chuhge, we
cuh implement those chanhges immediately and at least
cost.”

"We have outsourced those pdarts of the portfolio
maunugement, such us security selection, to those
maunugers we think are most likely to meet the portfolio
objectives.”

Behaviour change

This is best uchieved by both repeuted demonstrations
und by muking the experience of other advisers available
to those udvisers who remuin to be convinced.

The experience of client outcomes uchieved through
portfolio munugement und pructice efficiencies, which
other udvisers experience, heeds to be cuptured und
related at professional development duys and in other
reyular updutes on the mMunuyed uccount service.

Of course, the most powerful advocacy vehicles for the
munuyged uccounts service will be the support of other
udvisers. Firsthund experience from other advisers who

have implemented munuyed uccounts for new clients
und then experienced the benefits thut they (und their
clients) auchieve from hot having to manage their client
uccounts onh u one by one busis, is powerful.

Experiential responses
The best support for the infroduction of u munuyed
uccounts progyrum cun be uchieved through:

e continuing to udvocute for the service over u period of
severdl yeurs;

e providiny yood communicution support on the
performunce of the portfolios und ubout portfolio
chunyes; und

e ensuring that the experiences of edrly uadopting udvisers
ure shured.

Summary

Mdaking a success of marketing u munaged uccounts
frogrum to advisers und clients is u result of understanding
the issues that might be ruised about the changes that

it entdils. Addressing these in u multi-luyered way — with
rationul, behaviourdul und experientiul elements - is key 1o
guining commitment from the key uudience, the udvisers.

Toby Poftter is Chair of IMAP.

Since the licenhsee is not eurning g maryin or other benefit from

the SMA provider, questions of conflict are very unlikely to darise.
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The 2018 IMAP Managed Accounts Awards
When: 1 August - 6:00pm-2:00pm

Where: Dockside Convention Centre, Cockle Bay Wharf,
Sydney

The inaugural IMAP Munhuged Accounts Awards will be
held in Sydney on 1 August 2018, to coihcide with the 2018

IMAP Portfolio Munugement Conference on 2 Auygust 2018.

For more on the IMAP Portfolio Munugement Conference,
yo fo p38.

The 2018 IMAP Munuged Accounts Awards cover both
single sector usset clusses und multi-usset cluss programs,
which generdlly huve u range of risk profiles or other goul-
bused objectives.

In uddition, there will be uwards specificully for munuged
account programs offered by advisory firms that are
intfeyruted info the udvice process.

The cutegories that recognise individual AFSL or practice
munuyged uccount programs will cover both those thut
are fully munaged interndlly, as well as those where
portfolio munugement or investment munugement is
outsourced.

Both SMA und MDA proyrams, ulony with the other legal
structures used by munuyed uccount providers, will be
included in the awards.
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This yeur’s awurds will be judged ucross three cuteyories:
1. Asset Class porifolios;
2. Single AFSL/Dealer Group porifolios; and

3. Innovation

2018 IMAP Porifolio Management Conference
When: 2 August - 8:45am-5:00pm

Where: Dockside Convention Centre, Cockle Bay Whuirf,
Sydnhey.

The IMAP Portfolio Munagement Conference is u specidlist
event for dedler principals, adviser group Management
teums und advisers. It focuses on the Portfolio
management uspects of managed account programs.

Sessions include:

e Session 1: Making investment promises you can keep
Chuair: Tom Bignill, Muson Stevens

Heur from u punel of udvice businesses that have
untungled muny of the complicuted issues that cun arise
when building munuyed uccount solutions, resulting in
customisuble und sculuble solutions that are client centric.

» Session 2: Porifolio construction asset allocation game
Speuker: Oliver Trusler, Schroders
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Working in feums, conference uttendees will be usked
to provide portfolio construction recommendutions for u
number of murket scenurios.

e Session 3: Vertical dis-integration - Leaving the
mothership
Guest Speuker: Duvid Wright, Zenith
Guest Chair: Paul Salibu

As the udvice lundscupe changes, what are the challenges
und opjortunities us udvisers yo out on their own?

¢ Session 4: The role of sector exposure in an Australian
equity porifolio

What opportunities are avdiluble in the listed equity spuce
und how do you ufilise these tools und strategies?

e Session 5: Practical application of international equity
exposure in managed accounts
Chuir: Nigel Douylus

This presentution will discuss the implementaution of
internutionul equities, including execution, custody und
reporting solutions, for a munaged account provider.

e Session 6: Meeting retirement income objectives through
managed accounts
Chdair: Michael Karapianis, NAB PIC
Guest Speukers: Lukusz de Pourbuix, Lonsec und Ruf
Choudhury, SPDR

Presenters will discuss whut set them on u munuyed
uccount journey for retirement income solutions, how they
did it und whut they leurnt from the experience.

¢ Session 7: Outside the mainstream - Looking for
particular porifolio characteristics
Chdir: Angela Ashton

IMAP <>

e Session 8: 2023 - What will investment management look
like for advisers?

Chdllenges, tips und traps on setfing up investment
committees, the role of the udviser, and how to ensure
portfolios ure robustly constructed und uppropriate to client
objectives.

¢ Session 9: Methods of allocation/porifolio construction
and economist panel

This full day managed accounts conference has been
specifically designed for:

e Advisers;
e [Investment committee members;
e AFSL business ownhers looking to reposition their business;

e AFSL holders who are authorised to operute MDA
services; und

e Investment munuygers who waunt to understand how
munuyged uccounts are fransforming advice.

For more information on these events or to register your
attendance, go to imap.asn.au/events

IMAP hosts leading managed account educational
events, including webinurs for dedler principuls und
advisers, udvice roudshows, practitioner forums und
the Responsible Manager Masterclass. For more
informution, yo to imup.ush.au
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EVENTS CALENDAR

IMAP 2018 PORTFOLIO
MANAGEMENT CONFERENCE

2 AUGUST 2018 — DOCKSIDE CONVENTION CENTRE

The full day IMAP Portfolio Management Conference is ¢ specialist
event for dedler principuls, chief investment officers, adviser
group munagement teams and advisers.

Topics presented by specidlist munaged uccount professiondls
include:

¢ Making investment promises you can keep — Tom Bignill
(Muson Stevens), Dun Miles (Innova Asset Munagement) uand
Alex Horne (Atrium)

« Vertical Dis-integration: Leaving the mothership — Paul Saliba
(Evolutionary PS), David Wright (Zenith) and Alex Donhald (Irohbark)

¢ The role of sector exposure in equity porifolios — Cesar Farfan
(Perennial), Jerome Lander (Pro Capital) und
Charles Stodart (Zurich)

¢ Practical application of IE exposure in MAs — Nigel Douglus,
Nik Kritikos (Suxo) and State Street Globul Advisors Active

¢ Meeting Retirement Income Objectives through Managed
Accounts — Michuel Karagianis (NAB PIC), Lukusz de-Pourbuix
(Lonsec) und Raf Choudhury (State Street Globul Advisors 'SPDR)
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